'IDT CORPORATION ,
NOTES TO CONSOLIDATED FINANCIAL STA TEMENTS—(Continued)

Terra Networks Transaction

I October 1999, IDT enterad into a joint venture agreement with Terra Networks, S.A. (“Terra”) pursnant
to which the two parties formed two limited liability cornpanies to provide Intsmet services and products to
customers in the United States. One company was formed to provide Internet access to customers and the other
company was formed to develop and manage an Internet portal that would provide content-based Imternet
services. [DT’s 49% interest in the Internet access company was accounted for using the equity method of
accounting. The equity method was used since IDT had significant influence, but less thap a controlling voting
interest. IDT's 10% interest in the Interner portal company was accounted for at cost. The cost method was used
since TDT did not have a controlling voting interest, or an ownership or voting interest so large as to exert
significant influence, and the venture was not publicly traded. On April 30, 2000, the Company sold its interests
in the two joint ventures for the right to receive 3,75 million shares of Terra common stock. In connection with
these sales, the Company recognized a pre-tax gain of $231.0 million for the year ended July 31, 2000. During
the years ended July 31, 2000 and 2001, the Company sold a total of 3.745 million of its Terra shares and
recognized therewith 2 gain of $24.9 million and 2 Joss of $129.2 million, respectively, which have been included
25 a component of “investment and other income (expense).”

3. Property, Plant and Equipment
Property, plant and equipment consists of the following:

Juiy 31
2001 2002
(in thousands)

Equipment ........ e e e e e e $264,422  § 343,274
COMIPILIET SOTEWATE « o o v v v vt v vt e ee s e et e n e e e r e et et ettt e 10,192 11,468
Leasehold IMprovemnents ... . ... .e et e 21,603 27,453
Furniture and fiRIes . .. vt e e e e e 11,120 12,242
Land and Budlding . ... o vt e i e e e e e 8,937 8,934

‘ 316,274 403,971
Less accnmulated depreciation and amertization ................. e (92,232)  (153.340)
Property, plant and equipment, BEL .. ... . i e 3224042 § 250,631

Fixed assets under capital leases aggregated $104.2 million and $118.3 million at July 31, 2001 and 2002,
respectively. The accumulated amortization related io these assets under capital leases was $35.4 million and
$50.2 miltion at July 31, 2001 and 2002, respectively. Amortization of fixed assets under capital leases is
included in depreciation and amortization expense in the accompanying consolidated staternents of operztions.

During the year ended July 31, 2002, the Company recorded an impairment charge associated with its
property, plant and equipment of $3.9 million, primerily resulting from the write-down of certain
decommissioned Europesn telecornmunications switch equipment and certain diseontinved wireless-related

equipment.

As a result of the Company’s gradual exit from the dial-up Internet access service business, including the
sale of a2 majority of its dial-up Internet access customers, the Company recorded an impaizment charge
associated with its property, plant and equipment of § 6.0 million during the year ended July 31, 2001, primarily
relating to equipment previously used to provide dial-up Internet access services.
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4. Goodwill, Licenses and Other Intangibies

In June 2001, the FASB issued SFAS No. 142. Under the new rules, goodwill and intangible assets deemed
to have indefinite lives would no longer be amortized but rather be subject to impairment tests performed at least
annually, in accordance with the Statement. Other intangible assets would continue to be amortized over their

usefu} ves,

The Company chose to early adopt the new rules on accounting for goodwill and other intangible assets and
began o apply them beginning in the first quarter of Fiscal 2002, As such, the Company performed the required
impairment tests of goodwill as of August 1, 2001, and, as a result, the Company recorded an impairment charge
of §$147.0 million, net of income taxes of §3.5 million. The impairment charge was recorded in the first quarter of
Fiscal 2002 as a cumulative effect of a change in accounting principle. In determining the impairment charge, the
Company obtained an independent valuation of the wnderlying assets in which discounted cash flows analyses
were utilized. As a result, it was deterrvined that the fair value of certain reporting units were less than their
carrying valves. The implied fair value of goodwill was then determined to be below its carrying value. As a
result, the Company recorded an impeirment charge to reduce the fair value of goodwill attributable to these

reporting units to its carrying value.

During the year ended July 31, 2002, the Company recorded goodwill of $4.9 million as a result of
acquisitions, primarily in the Company’s Media business segment. The table below reconciles the change in the
carrying amount of goodwill by operating segment for the period from July 31, 2001 to July 31, 2002:

Wholesale

Telecommuuications Telecommunications Internet
- Services Services Winstar Telephony Media Corporate  Total
(in thousands)
Balanee as of July 31, 2001 § 44,148 % 104,211 5— F— $29934 §—  B§178,263
Effect of adoption of
SFASNp. 142 .. ......... {44,148) {103,635) — —_ (2,725 — (150,508)
Acquisitions during 2002 . .. _— 446 —_ —_ 4477 — 4,917

Balance as of July 31, 2002 § - 5 1022 3— $— $31,680 $— § 32,702
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The following table presents the impact of SFAS No. 142 on income (loss) before extraordinary item and
cumulatve effect of accounting change, net income (loss) and earnings per share had the standard been in effect
for the years ended July 31, 2000 and 2001:

Year Ended July 31,
2000 2001 2002
(in thonsands, except per share data)

Income (loss) before extracrdinary item and

cumulative effect of accounting changs . ... ... ... e $233,826 5$532,359 $(156,366)
Add back: goodwill AMOTHZAHON & vvr v e et eeee e erneress s 14,926 16,213 —
Adjusted income (loss) before extraordinary item _ 7 ’
and cumulative effect of 2cCOUNHAZ CHARZE + . vovivrvve s, $248,752 $548,672 $(156.366)
"Eamings pershare—basic . ........ .. L $ 334 8 779 % (208
Add back: goodwill amOrtization «c..vv vt e e 0.21] 0.24 —
Adjusted earnings pershare—Dbasic ..........coiiiii i, $§ 355 % BG3 § (208
Earnings pershare~—diluted . ..., et e e F 3118 712 0§ (209
Add back: goodwill amortization ......... . i 0.20 0.22 .-
Adjusted earnings pershare—diluted ... ... . i $ 331 % 734 § (2.08)
et IneOmiE 088 ..o i e e e $230,850 $532,359 $(303,349)
Add back: goodwill amortization ..ot e 14,926 16,313 —
Adjusted net income (1088) ..ottt e e 5245776 §548,672 $(303.349)
Earpings per share—basic . .o oot vttt e e e . % 330 0% 779 0§ (404
Add back: goodwill amortization .. ... e e e 0.21 0.24 —_
Adjusted earmings per share—hasic ... . i e § 351 % 803 § @04
Earnings per share—Giluted .. ... ..ottt e § 307 § 712 %5 400
Add back: goodwill amortization ... ...... ..., . 0.20 0.22 —_
Adjusted earnings per share—diluted ... ... ... oL § 327 3§ 734 § (404

The following disclosure presents certzin information on the Company’s licenses and other ntangible
asgets. All licenses and intangible assets are being amortized over their estimated useful Lives, with no estimated

residual valnes,

Weighted
Average Gross
Amaortization Carrying Accumulatad Net
Period Amomnt Amortization Balance
{(in thousands}
As of July 31, 2002
Amortized intangible assets:
LaCEmEEE ot et e 5 years $23,904 % (3,175) %20,319
Core technology, trademark and patents . ....... ... .. 5 years 5,295 &1l 4,684
Total .. e e $29.289 ¢ (3,786) $25,503
As of July 31, 2001
Amortized intangible agsets: :
0T T = R 5 vears $42,52%  §(23,038) $19,485
Core technology, trademark and patents .......... ... 5 years 2,817 {2,791) 26

Tatal .. e 543,340 $(25,820) 519,511
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Licenses and other intangible assets amortization expense was 50.9 million, $4.9 million and $3.8 million
for the years ended July 31, 2000, 2001 and 2002, respsctively. The Company estimates that amortization
expense of licenses and other intangible assets for each of the next five fiscal years ending July 31 will be

approximately $5.1 million.

5. Related Party Transactions

The Company has entered into a aumber of agreements with Net2Phone. Pursuant to these agrsements,
during the years ended July 31, 2001 and 2002, the Company billed Net2Phone approximately $56.8 million and
$31.6 million, respectively, and Net2Phone billed the Company approximately $19.2 million and $16.1 million,
respectively. In the year ended July 31, 2000, Net2Phone was included in the Company’s consolidated financial
statements and any amounts billed were eliminated in copsolidation. The net balance owed to the Company by
Net2Phone was approximately $19.3 million and $0.8 millior as of July 31, 2001 and 2002, respectively.

The Company currently leases cne of ifs facifities in Hackensack, New Jersey fromi a corporation which is
wholly owned by the Company’s Chairman, Aggregate lease payments under such lease was approximately
$24,000 for the years ended July 31, 2000, 2001 and 2002. The Company made payments for food related
expenses io a cafeteria owned and operated by the son of the Cosmmpany’s cheirman. Such paymenss wers $0.1
million and 30.6 million in fiscal years 2001 and 2002, respectively. No payments were made to the cafeteria in
Tisca) 2000.

The Comapany has obtained various insurance policies that have been arranged through a company affiliated
with individnals related to both the Chairman and the General Counsel of the Company. The aggregate preminms
paid by the Company with respect to such policies was approximately $0.1 million, $2.2 million and $3.6 million
for the years ended July 31, 2000, 2001 and 2002, respectively. IDT retained the services of a private insurance
consulting firm to snsure that these insurance policies were both necessary and reasonable, The commissions that
were earned on such premiums are shared with several insurance wholesalers that access excess and surplus lines

of insurance held by the Company.

On December 13, 2001, IDT granted to its Chairman options to purchase 1 million shares of IDT Class B
corumon stock, at an exercise price of $12.06 per share. The options were to vest over a period of 5 years, at &
rate of 50,000 options per quarter, commencing on Jamuary 1, 2002, On May 14, 2002, IDT's Chairman waived
and agreed to the cancellation of any rights under the options, and, as a result, all the options were cancelled
retroactive to their December 13, 2001 date of grant,

The Chief Executive Officer and Vice-Chairmar. of the Company is a partmer in a law firm that has served
as counsél to the Company since July 1996, Fees paid to this law firm by the Company amounted to $0.3 million,
$0.0 million and $0.5 million for fiseal years ended July 31, 2600, 2001 and 2002 respectively. In addition, a
Director of the Company is of counsel to 2 law firm that has served as counsel to the Company since November
1999, Fees paid to this law firm by the Company amounted to $1.0 million, $3.1 million and '$6.3 million for

fiscal years ended July 31, 2000, 2001 and 2002, respectively,

In addition, the Cornpany had loans outstanding to officers and employeses aggregating approximately $7.7
millior and $10.3 million as of July 31, 2001 and 2002, respectively, which are included within “other assets” in
the accompanying consolidated balance sheets,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
All of the Company‘e related party transactions are reviewed by the Audit Committee of the Company’s
Board of Directors.

6. Income Taxes

Significant components of the Company’s deferred tax assets and deferred tax liabiliies consist of the

following:
July 31
2001 2002
(in thonsands)
Deferred tax assets:
Unrealized 108588 00 88CUIHES . .. v o' vt vt i e ve e g 837 § —_
Baddebtreserve ..., ... . e e 3,980 10,179
Exercise of StOC OPHODS .0 vt i i e e 0,857 9,357
R EE Lttt ittt e e e e 4,500 4,500
Charitable contribtons . ... e e e e 10,763 10,795
Nt Operatn g OB ot it e e e e —_ 170,404
O . e e e e 3,992 9,899
Dl erred taX 858818 . .. it i e e 38,951 215,634
Deferred tax labilities:
Deferred rEvemue ..t i e e e (196,000) —_
Parmars i .. e e e — (278,000
Unrecognized gain on S8CUMIHEs . . . v iit vt iiin et e {(100,313) (28,709
Guain on sales of subgidiary stock .. ... (105,465) (120,5374)
Depreciation . . ...oi i e (16,074) (14,801)
Identifiable Intangibles .. ... oo e e {3,583) (7,083)
1 (8,429) (8.440)
Deferred tax labilities ....... e (429,865)  (457,607)
Net deferred tax Habilitizs . . vt i oo e $(390,914) $(241,973)

The provision for (benefit from) income taxes consists of the following for the years ended July 31

2000 2001 2002
{in thonsands)

Current:

Federal.. ... oo S — § 6600 § —

State and localand foreign .. ..... oot {354) 14,249 (30,683}

(354) 20,849 (30,683)

Deferred:

Federal . . ... oot e e 175,191 150,997 (72,788)

State and localand foreign . ... ... ..o i 41,712 37,549 {17,349

216,903 188,546 (90,137)

$216,509  $209,395  $(120,820)
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The income Statement classification of the provision for (benefit from) income taxes comsists of the
following at Fuly 31:

2000 2001 2002
(in thousands)
Provision for (benefli from) income taxss atributable to
CORUNWNG OPEIAHOME v v oo vt vre e vii e ir e ee e o $218,403 §$209,393 5(124,345)
Income tax benefit attributable to extzaordinary loss ..., ... .. {1,894) — —
Income tax benefit attributable to cumulative effect of accounting
chadge ... ... e e, — —_ 3,525

$216,509 $209,395  $(120,820}

The differences between income taxes expected at the U.S. federal statutofj income tax rate and income
tzxes provided are as follows:

2006 2001 2002
(in thousands)

Federal income tax at statutory rate ...........oeervnrnnn.... $137,513 $261,618 $(149,693)
Foreign tax rate differendal .................. ... ... ...l — (99,563)  (53,806)
Losses for which no benefit provided . ....................... 32,703 19,141 87,602
Nondeduetible expenses ... .o i e 17.625 2,162 52,921
State and local and foreign income tax, net of federal benefit . . ... 28,612 26,037 (57.844)
Other e 56 e —

$216,509 $209,395 $(120,820)

7. Stockholders® Equity
Common Stock, Class A Common Stock, and Class B Common Stock

The rights of holders of common stock, Class A common stock and Class B common stock are identical
except for ceriain voting and conversion rights and restrictions on transferability. The holders of Class A
common Stock are entitled to three votes per share. The holders of Class B common stock are entitled to ane-
tenth of a vote per share, and the holders of common stock are entitled to one vote per share. Class A common
stock is subject to certain limitations on transferability that do not apply to the common stock and Class B
common stock. Each share of Class A common stock may be converted into one share of common stock, at any
time, &t the option of the holder,

Stock Oprions

Prior to March 15, 1996, the Company had an informal stock option program whereby employees were
granted options to purchase shares of common stock. Under this informal program, options to purchase 4,317,540
shares of common stock were granted.

The Company adopted a stock option plan as amended (the “Option Plan™) for officers, employees and non-
employee directors 16 purchase up to 6,300,000 shares of the Company’s common stock. In May 2000, the Board
of Directors of the Company approved an amendment to the Option Plan to reserve for issuance 300,000 shares
of Class B common stock. In September 2000, the Board of Directors of the Company approved an amendment
to the Option Plan to reserve for issuance of an additional 3,000,000 shares of Class B commen stock. On May
31,2002, the Company distributed a stock dividend of one share of Class B common stock for each share of the
Company’s common stock, Class A common stock and Class B commor stock. Accordingly, pursuant to the
terms of the Option Plan, up to an additional 9,600,000 shares of Class B common stock were reserved for
issuance under the Option Plan. In October 2001, the Board of Directors of the Company approved an
amendment to the Option Plan to reserve for issuance en additional 3,000,000 shares of Class B common stock.
In September 2002, the Board of Directors of the Company approved an amendment to the Option Plan to
reserve for issuance of an additional 3,000,000 shares of Class B commorn stock. Generally, options become
exercisable over vesting periods up to six years and expire ten years from the date of grant.
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A summary of stock option activity under the Company's stock option plan and stock option program is as

follows:

Weighted.

Average

Exercise

Shares Price

Outstanding at July 31,1999 ... ... .. ... ... oo 7,175,832 § 525
GrEmted .. e e e, 8,851,086 8,98
Exercised .. . e {2,621,400) 5.54
Cancaled ..o e e e (93,000 8856
Porfeited ... ..o (31,500} 10.93
Outstanding at July 31,2000 ... 13,279,118 831
€111 S 5,112,004 9.15
Bxercised . ... e e {1,041,431) 6.61
Canceled ... e e e (209,247 571
Borfeited ... (55,200) 12.63
Outstanding at July 31,2001 ... ... 16,995,224 8.70
L1157 A R 4,599, 082 12,11
Exercised . . ... o {6,403,708) 8.42
Canceled .. e e e (1,012,376}  11.96
Forfeited ........... e e e e (19,900 11.99
Qutstanding at July 31,2002 ... ... i 14,159,222 " § 9.69

The following table summarizes the stafus of stock options outstanding and exercisable at July 31, 2002:

Stock Options Quistanding
Weightad-
Average
Remaining Number of
Number of Contractnal  Stock Options

Range of Exercise Prices Options Life {in years)  Bxercisable
B0.10-80.10 . e 200,296 2.0 290,296
R U < 17,632 2.7 17.632
B041 8041 . e 36,000 2.0 36,000
B0.83 8083 .. e 30,000 2.7 30,000
B2.00 - 8263 639,500 4.7 632,500
8344 %403 489,550 4.7 489,550
B5E3 8800 L. 5,649,968 8.0 2,016,499
BB 72 = 1 L3 5,144,618 7.7 2,657,050
P13 1381851 e 1,861,658 ﬁ 1,070,358

14,159,222 7.5 7,246,885

The weighted-average fair value of options granted was $7.42, $7.05 and $9.34 for the years ended July 31,
2000, 2001 and 2002, respectively.

Pro forma information regarding net income (loss) and net income (foss) per share is required by SEAS 123,
and has been determined a5 if the Company had accounted for employses’ stock options under the fair value
method provided by that statement. The fair value of the stock options was estimated at the date of
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grant using the Black-Scholes option pricing mode! with the following assumptions for vested and non-vested
options:
2000 2001 2002

Assumptions
Average risk-fres INEIESTIAIR . . ..ttt er e i e 649% 4.77% 422%
Dividend yield . . ..o e — — —
Volatility factor of the expected markst pnce of the Company’s comman

1 o -« 81% 90% 3%
Average il . . . e i Syears 5years 3 years

The Blacl-Scholes option valuation modsl was developed for use in estimating the fair value of traded
options which have no vesting restrictions and are fully transferable. In addition, option valuation models requirs
the input of highly subjective assumptions inciuding the expected stock price volatlity. Because the Company's
employee stock options have characteristics significantly different from those of traded options, and because
changes in the subjective input assumptions can materally affect the fair value egtimate, in management’s
opinion, the existing models do not necessarily provide a reliable smcrle measure of the fair value of its

employees’ stock options.

- For purposes of pro forma disclosures, the estimated fair value of the options under SFAS No. 123 is amoriized
to expense over the options’ vesting period. For the years ended July 31, 2000, 2001 and 2002, pro forma net
income (loss) and pro forma net income (loss) per share under SFAS No. 123 amounted to the following:

2000 2001 2002
{in thousands, except per share ddta)

Netincorme (Ioss), 85 I8POTIEA .. .ottt v e $230,850 $532,359 §$(303,349)
Pro forma net income doss} ... . oo a.. e 3214286 $514,716 $(328.,611)

Net income {loss} per share, as reported:

BaSI oot e e e $ 330 % . $  4.04

DI L e e e e 3 307 5 712 % (404
Pro forma net income (foss) per share

BaBIC o i e e e e $§ 206 § 754 % (438

91141 $ 284 § 688 § (4.38)

The Company has modified stock options granted for certain employees of the Company to accelerate or
extend their terms. Accordingly, the Company recorded additional compensation expense of approximately $1.0
miliion, $3.1 million and £1.9 million for the years ended July 31, 2000, 2001 and 2002, respectively. During
Fiscal 2002, the Company granted options to certain employees to purchase 14,546 shares of common stock in its
subsidiary, [DT Telecom, at an average exercise price of $366.67 per share. No such options were exerciged

during the year.

Net2Phone Stock Options

Duing the guarter ended July 21, 2000, stock options issued to certain officers and employees of
Net?Phone were accelerated in accordance with the original stock option awards and as a result Net2Phone
recorded $12.5 million in compensation charges as a result of the acceleration, During the guarter ended July 31,
2000, srock opticns issued to certain officers and employees of IDT were modified and as a result, Net2Phone
recorded $18.3 million in compensation charges,
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Stock Buyback Program.

Our Board of Directors has authorized the repurchass of up to 45 million shares (adjusted for the May 2001
stock dividend) of our common stock and Class B common stock. During Fiscal 2002, we repurchased
approximately 1.4 million shares of our common stock, for an aggregate purchase price of $15.6 miliion.
Combined with the 6.8 million (adjusted} shares end 7.4 million (adjusted) shares repurchased during Fiscal 2001
end Figcal 2000, respectively, we have repurchased a total of 15.6 million shares under the share repurchase
program through the end of Fiscal 2002, of which 6.2 million shares were retired as of July 31, 2002.

Liberty Media Transaction
On March 27, 2000, Liberty Media agreed to purchase approximately 9.9% of the equity of IDT, equal to
approximately 3.775 million shares of IDT"s common stock and exchangeable for shares of Class B common
stock (before adjusting for the May 2001 stock dividend). On June 6, 2000, Liberty Media completed the
parchase of 3.72% million shares of IDT"s commeon stock (before adjusting for the May 2001 stock dividend) at
$34.50 per share (before adjusting for the May 2001 stock dividend), resulting in aggregate cash consideration of
$128.6 milliou. Liber:y Media also has the right to nominate a director for election to the [DT Board of Directors.

On October 11, 2001 IDT issued to Liberty Media 3.810 million shares of IDT Class B common stock in
exchange for the 3.720 million shares of IDT common stock held by Liberty Media. The exchange rate was
based upon the relative average market prices for the IDT Class B common stock and the IDT common stock

during a specified 30 trading day period.

Liberty Media hivestment in IDT Telecom, Inc.

On January 30, 2002, IDT Telecorn sold 7,500 newly issned shares of ite common stock to Liberty Madia at
a price of $4,000 per share, for total aggregate procesds of $30.0 million. As a result of this investment, Liberty
Media became the owner of approximately 4.8% of the common equity of IDT Telecom (0.5% of the voting
power). The Company owns the remaining common equity of IDT Telecomn.

ATET Transaction

In March 2000, the Company was granted the optien to sell to AT&T 4.1 million shaves of its Class B
common stock for approximately $74.8 milfion. In March 2001, the Company exercised this option.

Hicks, Muse, Tate & Furst Transaction

In June 2001, the Company issued stock options to Hicks, Muse, Tate & Furst Incorporated (“HMTF™) to
purchase up to 2.2 million shares of the Company's Class B common stock at exercise prices rapging from
$11.25 to $15.00 per share, as defined. The stock options are exercisable on the first amniversary of the
agreement, and expire on the fifth apniversary date. In consideration for the stock options issned fo FIMTF, the

Company received $2.0 million in cash.

IDT Charitable Foundation

In May 2001, the Company established the IDT Charitable Foundation (the “Fourdation™) with the purpose
of obtaining money or property 1o be contributed from time to time to eligible charitable organizations. The
Foundation also administers a matching gifts program available 10 IDT°s directors, officers, employses and

retirees.

In July 2001, the Cornpany funded the Foundation with 2.2 miliion shares of Class B common stock warth
approximately $26.4 million at that time.
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8. Commitments and Contingencies

Legal Proceedings

On January 29, 2001, the Company filed a Complaint with the United States Distriet Court for the District
of New Jersey, against Telefonica S.A,, Terra Networks, $.A., Terra Netwarks, U.S.A.., Inc. and Lycos, Inc. The
corplaint asserts claims against the defendants for, among other things, breaches of various contracts, breach of
fiduciary duty, securities violaions, fraudulent misrepresentation, negligent misrepresentation, frandulent
cancealment and tortious inferference with prospective economic advantage. The defendants have been served
with the Complaint. The Company has filed an Amended complaint and the defendants have filed an answer to
the amended complaint. Terra Networks, S.A. has filed & counterclaim for breach of contract alleging that the
Company was required to pay to Terra Networks, S.A. $3.0 million, and failed to do so. The defendants have
filed 2 motion to dismiss the complaint. On September 14, 2001, the Court issued an Order: {a) permitting the
Company to take discovery relevant to the subject of whether Telefonica S.A. is subiject to personal jurisdiction,
{b) denying Telefonica 5.A.’s motion to dismiss for lack of personal jurisdiction without prejudice to Telefonica
S.A.'s right to renew the motion vpon the completion of jurisdictional discovery, and {¢) canrying on the calendar
defendants’ motion to dismiss on non-jurisdictional grounds pending the completion of jurisdictional discovery,
which is ongoing. Each party served the other party with certain requests for discovery relevant to the subject of
whether Telefonica S.4. is subject to personal jurisdiction. The motions were denied almost in their entirety, The
case continues in the early stages of discovery. No trial date has yet bean set in this matter,

On May 25, 2001, we filed a statement of claim with the American Arbitration Association naming
Telefonica Internacional, S.A. (“Telefonica™ ag the Respondent. The statement of claim asserts that the
Company and Telefonica entered into a Memorandum of Understanding (“MOU™) that involved, among other
things, the consttuction and operation of a submarine cable netwark around South America (“SAm-T”). The
Company is claiming, among other things, that Telefonica breached the MOU by: (1) failing to negotiate SAm-I
agreements; (2) refusing to comply with the equity provisions of the MOU; (3) refusing to sell capacity and back-
haul capacity pursuant tc the MOU; and (4} failing to follow through on the joint venture. Telefonica has
responded to ID'F's Staternent of Claim and has filed a Statement of Counterclaim which alleges, among other
things: (1) Fraud in the Inducement; (2) Taortious Interference with Prospective Business Relations; (3) Breach of
the Obligations of Good Faith and Fair Dealing; and (4) Declaratory and Injunctive Relief. Discovery is in its
final stages and both parties have submitted expert reports, The arbitration is ongeing and is expected to continue
into 2003,

[n September 2001, Alfred West filed a complaint against the Company and its wholly-owned subsidiary,
IDT Telecom, Inc. in the Federal District Court in Newark, New Jersey seeking monetary damages of $25
million for alleged breach of contract, breach of implied covenant of good fzitk and fair dealing, frand, negligent
misrepresentation, proinissory estoppel, guantumn romeruit, tortious interference and unfair competition. The
Company filed counterclaims for frand, negligent misrepresentation, breach of fiduciary duty, tortious
interference and breach of coptract. Several depositions have been completed, and discovery should be
completed by the ead of October 2002,

Winstar acquired certain domestic telecomnmnications assets formerly owned by Old Winstar, which was
approved by the Banicruptcy Court on December 19, 2001 (the “Sale Order”). Although many of the purchased
assets were transferred to Winstar at the time of the sale, the transfer of certain of Old Winstar's regulated
telecommunications assets, including its customer base, was subject to a number of faderal and state regulatory
approvals and on Winstar's obtaining the necessary telecommunications facilities and services necessary to serve
the customers it agreed to purchase from Old Winstar, Subsequently, Winstar has entered into interconnection
agreements with the relevent RBOCs and bas sought to use services and facilities obtained pursuant to those
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egreements and pursnant to RBOC tariffs to complete its nerwork and therefora to be able to transition the
customers from service by Old Winstar to Winstar,

Although all of the regulatory approvals necessary for this transition have now heen issued, the RBOCS have
asseried that Winster is neverthsless not entitled to obtain upinterrupted services under their imterconnection
agreements and tariffs unless the RBOCs receive payment of approximately $40 million, in the aggregate, allegedly
owed by Old Winstar for access to RBOC fzcilities and circuits. Based on the claim that Winstar must pay this
“curs" amonnt 4s & condition of receiving uninterrupted service, the RBOCs have refused in certain instances to
provide facilities and service to Winstar that it needs in order to serve its customers directly. As a result, Winstar is
operating the business of Old Winstar pursuant to a management agresment approved by the bankruptcy court, and
is providing services to the custorners on bshalf of Old Winstar,

Winstar contends that, even were it to assume the Old Winstar contracts with the RBOCS, the amounts set
forth in the RBOC®s proofs of claim greatly exceed any reasonable “cure” for facilities and services that Winstar
seeks to obtain from, the RBOCs, since the clairus include significant amounts that Old Winstar owed for services
and facilities that IDT Winstar has not requested, and does not peed to be able to provide services to the
custorners following the transition. Winstar also disputes the RBOC’s claims that they are not obligated to
provide services and facilities to Winstar without an assumption or assignment of the Old Winstar contracts and a
payment of “cure” amounts. In response to the RBOC’s refusal to provide service, on April 17, 2000 Winstar
filed an Emergency Petition for 2 Declaratory Ruling at the FCC (Inc. Dacket No. 02-80) asiing that the FCC
declare that the refusal of the RBOCs to provide the requested services and facilities purswant to their
interconnection agresments and tariffs, and their refusal to transition suck services in a manner that doss not
inferrupt services io the customers is unreasonable and therefore unlawful under federal law. In response, one
RBOC (Vesizon) filed a counter-petition asking that the FCC declare that the federal telecommunications laws do
not reguire it to provide facilities and services to Winstar withour “cure” of Old Winstar's debts. A number of
parties filed comments in the FCC proceeding on both sides of the issue and the proceediag is still pending at the
FCC. Winstar believes that the RBOCs have acied unreasongbly and unlawfully in denying its requests for
services and facilities and will continue absent 2 settlement with the RBOCs 1o advocate its position vigorously.

In addition, faced with likely termination of service t0 Old Winstar customers in violatiom of the
Telecommunications Act and number our FCC regulations, we sought injunctive relief (in addition to other
remedies) in the U.S. District Court for the District of New Jersey against Verizon, Qwest Corp. and Qwest
Communications Corp. (“QCC") to prevent them from discontinwing underlying services which would prevent us
from providing service to our customers. Certain interim relief was secured, and Verizon, Qwest and QCC
subsequently agreed not to terminate service without appropriate notice to us. The Distriet of New Jersey action

15 ongoing.

The RBOCs further contend that the provision in the Sale Order requiring them to continue serving
Old Winstar and its subsidiaries expired on or about April 18, 2002. Winstar promptly moved to enforce that
provision of the Sale Order, but the bankruptcy court denied its motion. Winstas has appealed the denial of that
motion to the U.5. Dismict Court for the Distrct of Delaware. In addition, Winstar asked she District Court for
interim relief during the pendency of its appeal 1o stay the REOCs and other service providers from cutting off
service until the appeal is decided. The District Court has not yet ruled on that request, but has temporarily
ordered thar service providers, including the RBOCE, may not terminate service or otherwise affect Winstar's
business without permission of the Court.

During preliminary status hearings before the District Court on May 24 and June 4, 2002, the RBOC: and
Winstay advised the Court of their willingness to enter intc settlement discussions and/or non-binding mediztion
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in an attempt to resolve their disputes. Those settlement discussions and mediations are ongoing, and the District
Court appeal is therzfore stili pending. It is too soon to predict whether setflements will be reached with any or
all of the RBOC: or, if 50, to quantify the monetary effect of such settlemants, if any, on Winstar. To the extent
that a settlernent agreement is not reached with any or all of the RBOCs, we expect that the appellate proceedings
will resume. One possible ontcome of an adverse ruling by the District Court on cither the interim relief
requested by Winstar or on the merits of the case could be to permit the RBOCs to terminate services that are
being provided to our customers and therefore to prevent the uninterrupted transition of those customers to
Winstar service. A stztus conference is scheduled for November 8, 2002, for the parties to report on the progress

af their efforts to mediate the disputes.

Winstar believes that the RBOCs have acted unreasonably apd unlawfully in denying its request for services
and facilities and will continue absent a settlement to advocate its positions vigorously. However, advarse results
in one or more of the above-described RBOC litigations could have a material adverse effect on us, including
payment of the “core” amount described above, or the inability of Winstar to access the RBOCs services and
facilities, in which its business is substantially dependent.

On or ebout Iy 25, 2002, PT-1 Commurications, Inc. (“PT-1") filed 2 summons and complaint 2gainst the
Company and its subsidiarizs, IDT Netherlands, B.V,, IDT Telecom, Inc. and IDT Domestic Telecom, Inc.
(collectively “the Company”) in the United States Bankruptey Court for the Eastern District of New Yok, PT-1
seeks (a) to recover damages for certain frandulent transfers of property of the Debtor's bankruptey estate, (b) to
recover damages for unjust enrichment, and (c) to recover damages from breeches under the agresment batween
the parfies for the sale of the Debtor’s debit card business to the Company, including the Company’s alleged
faiiure to remit payment for use of certain telecommunication and platform services on or through PT-1 switches.
In fotal, PT-1 is seeking $24 million in damages as well as certain unstated amounts. The Company served its
answer on September 18, 2002. Initial discovery will commence shortly.

On or about September 16, 2002, a complaint was filed by Mark B. Aronson in the Court of Common Pleas
of Allegheny County, Pennsylvania seeking certification of a class consisting of consumers whe were charged a
fee when the Company switched underlying carriers from Global Crossing to AT&T. At this point no specific
damages have been specified in the complaint. Thus, the Company cannot yet quantify its exposure.

On or about September 19, 2002, a complaint was filed by Ramon Ruiz sgainst the Company and Union
Telecard Alliance, LLC in the Supreme Court of the State of New York seeking certification of a class consisting
of consumers who allegadly purchased and used the Company’s pre-paid calling cards and were charged any fee
that was not specifically disclosed on the card packaging prior to purchase. The complaint seeks damages in
excess of cpe hundred million dollars.

On or ebout October 11, 2002, a complaint was filed by Paul Zedeck against us and Urion Telecard in the
Circuit Court of the 15th Judicial Circuit in and for Palm Beach County, Florida, seeking certification of a class
consisting of consumers who allegedly purchased and used our prepaid calling cards and were charged any fee
that was not specifically disclosed on the card packaging prior to purchase. The damages sought have not yet
been gquantified. Because we only recently received the complaint, we are stll evaluating the potential impact and
our approach to contasting the claims or attempts to certify the classes.

On or about October 18, 2002, a complaint was filed by Morris Amsel against ug and DT Telecom in the
Supreme Court of the State of New York seeking certification of a class consisting of consumers who allegedly
purchased onr calling cards. Plaintiff"s complaint relates to payphone charges and internationel rates, The
cornplaint seeks damages of not less that $100 miilion. Because we only recently received the complaint, we are
still evaluating the potential impact and our approach to contesting the claims or attempts to certify the classes.
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On cor ghout October 24, 2002, Winstar filed suit against Superior Logistice Management Serviess, Inc.
(“Superior”) in the United Statas District Court for the Eastemn Distriet of Virginia, The complaint alleges counts
for breach of contract (Superior breached a settlement agreement with Winstar), conversion (for retaining
Winstar’s property}, and detinue (for retwrn of the property). Winstar is seeldng approximately $50 million in
damages, plus punitive damages, costs, and attorney’s fees.

The Company is subject to other legal proceedings and claims, which have arisen in the ordinary course of
its business and have not been finally adjudicated. Although there can be no assurances in this regard, in the
opinion of the Company's management, such proceedings, as well a5 the aforementioned actions, will not have a
material adverse effect on rasults of operations, cash flows or the financial condition of the Company.

Lease Obligations _
The foture minimum payments for capital and operating leases as of Fuly 31, 2002 are approximaiely as
follows:
Operating Capital

Legses Leases
{in thousands)
Year ending july 31:
L $ 65,420 § 27,110
2006 ... .., e e e e 52,174 23,482
- 43,961 13,747
2008 e e e e e 30,340 10,808
AT L e e e e 37,003 1,317
Ty = o 150,691 —
Total PAYIEILS . . ittt ittt e e e e e $392,880 76,464
L2855 amount TRPTSSENTIE ITETEEL . o\ v v et e e e i et e e r s v e ieine e rnt s (8,106)
Tess CUTTENE POTLIOI . o .ot e vttt e e e v e e e e e (22,560)
Capital lease obligations—Iong-temm portion . .....ovvvvr e ierinan v s $ 45,398

Rental expense under operating leases was approximately $6.9 million, $4.9 miflion and $27.3 million for
the years ended Fuly 21, 2000, 2001 and 2002, respectively. The significant increase in rental expense in Fiscal
2002 is due primarily to the significantly higher number of operating leases associated with our Winstar segment,
which was acquired in December 2001,

Commitments

The Company has entered into purchase commitments of approximately $25 million as of July 31, 2002,
primarily related to connectivity agreements. In addition, in April 2002, the Company entered into a four-year
agreement to grant a telecomrnunications provider an exclusive right to service the Company’s consumer long
distance business traffic, in which the Company agrsed to purchase & minimum usage over the term of the
agreement In the event that the Company terminates the agresment before the expiration date, the Company is
subject to an early termination penalry of $15 million if cancelled in the first year, $10 million if canceled in the
second year, $5 million if cancelled in the third year and $2 million if cancelled in the fourth year.

The Company guavartees payments of certain of its vendors through August 2009. Such guarantees
amounted to 33.4 million as of July 31, 2002. In addition, the Company also provides certain such guarantess to
its vendors in the form of letters of credit, through June 2008. Such puarant=es amounted to $8.6 million a5 of
July 31, 2002,
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9. Defined Contribution Plan

The Company maintains & 401(k) Plan (the “Plan”) available to all employees meeting certain eligibility
criteria. The Plen permits participants to contribute up to 20% of feir salary, not to exceed the limits established
oy the Internal Revenue Code. The Plan provides for a matching contribution up to a maximum of 6% of covered
compensation, which vests over five years. All contributions made by participants vest immediately into the
participant’s account. For the years snded July 31, 2000, 2001 and 2002, Company contributions to the Plan
amounted to approximately $0.3 million, $0.8 million and $0.9 million, respectively. The Company’s common
stock and Class B commor stock are not investment options for Plan participants.

10. PBusiness Segment Information

The Company has identified five reportable business segments: Wholesale Telecommunications Servicss,
Retail Telecommunications Services, Winstar, Internet Telephony and Media. The operating resuits of thess
business segments are distinguishable and are regularly reviewed by the chief operating decision maker.

The Wholesale Telecommunications Services business segment is comprised of wholesale carrier services
provided to other long distance carriers. The Retail Telecommunications Services business segment includes
domestic and international prepaid and rechargeable calling cards and consumer long distance services to
individuels and businesses. The Winstar business segment operates as a competitive local exchange carrier
{("CLEC") using fixed wireless technology to provide local and long distance phone services, and high speed
Internet and data communications solutions. The Internet Telephony business segment reflects the results of the
Company’s formerly mejority-owned subsidiary, Net2Phone. The Media business segment operates several
media and entertainmeni-related businesses, most of which are currently i the early stages of development.

The Company evaluates the performance of its business segments based primarily on operating income
{loss) after depreciation, amortization and impairment charges, but prior to interest income (expense), other
income (expense), income taxes, extraordinary items and cumulative effect of accounting changes. All corporate
overhead is allocated to the business segments based on time and usage studies, except for certain specific
corporate costs, such as treasury management and investment-related costs, which are not allocated to the
business segments, Operating results and other financial data presented for the principal business segments of the
Company for the years ended July 31, 2000, 2001 and 2002 are a5 follows (in thonsands):

Wholesale Retail
Telecommnnications  Telecommimications Internet
Services Services Winster{l) Telephony(2) Media(3} Corporate Total

Year ended July 31,

2000
Reverues ............ $520,518 3 502,512 5 - $ 56075 § 14807 § —  81,003912
Segmentloss ..., ... (8,40%) (11,477) — {125,865) (39,134) (31,726} {216,611}
Depreciation and

amottization ....... 17,252 16,656 _ 6,804 5228 2,624 48,564
Total assets .......... 415,045 345,682 — 401,286 11,943 44,097 1,219,055
Year ended July 31, ‘

2001 :
Revenues ............ 38B,120 816,384 — — 26,448 —_ 1,230,950
Segmentlose ......... (69,454 (34,118 - — (263,600)  (63,338) (432,710)
Depreciation and

AINOrHzation . ...... 23,472 26,719 — — 7519 2,641 60,351
Tomlassets .........., 516,395 1,028,069 — — 269,062 68,063 1,881,589
Year ended July 31,

2002
Revemues ............ 308,987 1,121,674 79,604 - — 21,348 — 1,531,614
Segment income

doss) .o.viil.. (30,572) 61,395 (96,644) — (152,006}  (26,466) (224,282)
Depreciation and

smortization ....... 20,696 33988 6,601 —_ 2,253 2,388 66,016
Totalessets .......... §220,060 31,078,195 $159,726 ] — F 981,776 558,163 §1,607.920
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Revenue from customers located outside of the United States represented approximately 17%, 16% and 18%
of total revenues for the years ended July 31, 2000, 2001 and 2002, respectively, with no single foreign
geographic area representing more than 10% of total revepuss for the year ended July 31, 2000, and Western
Europe representing 15% and 17% of total revenues for the years ended July 31, 2001 and 2002, respectively.
Revenues are atributed to foreign geographic areas based on the location where the customat is invoiced. Gross
and net long-lived assets mainly held in Western Europe totaled approximately $28.3 million and $18.7 million,
and $31.9 million and $28.2 million as of July 31, 2001 and 2002, respectively.

(1) Since acgnisition of Winstar in December 2001.

{2} Incinded in loss from operations for the Internet Telephony business segment for the year ended Jely
31, 2000 was approximately $41.0 million of non-cash compensation as a result of stock option grants,
modifications and accelerations made by Net2Fhonme. In addition, contributing to the loss from
operations was the significant level of sales and marketing expenses, as well as general and
administrative expenses, as Net2Phons expanded its disiribution relationships, corparate infrastrmemnire
and human resources.

(3) Included in loss from operations for our Media business segment for the years ended Tuly 31, 2001 and
2002 were $193.4 million and $110.4 million, respectively, of impairment charges related to the write-
down of the undersea fiber asset obtained as part of the TyCom Ltd. (“TyCom™) settiement.

Reconciliation To Consolidated Financial Information

A reconciliation of the results for the operating segments to the applicabls line items in the consolidated
financial gtatements is as follows (in thousands):

2000 2001 2002
Segmment loss—reportable SECMEAIT . . . L. e 8(216,611) $ (432,710) $(224,292)
IRtErest IMCOME, BB« v ottt it et e e e 7.231 52,768 21,757
Other income (expense):
Bguity inloss of affiliates . .. .......... .. .. .. i, {6,289) {75.066) (43,989}
Gain o sales of subsidiary stock .. ... o 350,344 1,037,728 —_
Investment and other income (eXpense), net . .......covevenr.., 258,218 164,762 (12,117}
ncome (loss) before minority interests, Income taxes, extraordinary item
and cumulative effect of acconnting change ......... ... ... .. ... 392,803 747,480  (238,641)
MIDOTItY IIBIBSEE . o v v ittt e e e {59,336) 3,726 22,070
Provision for (benefit from) income taxes .. ...covevevveerr e 218,403 209,385 (124,345
Income (Joss) before extraordinary item and cumulative effect of
AaCCOUMEDE ChanFE . ..o e e e 233,826 532,359 (136,366)
Extracrdinary loss on retirement of debt, net of income taxes of §1,894 . (2,576) — —
Cumulative effect of accounting change, net of income taxes of $3,325 ... —_ —_ {146,983)
Consclidated net income (logs)—reptried . ... oven it § 230,850 % 532,359 $(303,349)

11. Additienal Finaneial Information

Trade accounts payable includes approximately $112.9 million and $84.1 million due to telecommunication
carriers at July 31, 2001 and 2002, respectivaly.
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12, Acquisitions
CTM Brochure Display, Inc.

On Jupe 30, 2000, the Company acquired a 100% interest in CTM Brochure Display, Inc. (“CTM™), 2
brochure distibution company, for an aggregate purchase price of approximately $23.8 million. The purchase
price consisted primarily of $3.1 million in cash, $16.9 million in notes payable to the former owners and the
liquidetion of $1.4 million of CTM's bank debt In connection with this transaction, the Company recorded
goodwill of 523.0 million and tax liabilities of $3.0 million. The acquisition was accounted for as & purchase, and
accordingly, the nst assets and results of operations of the acquired businsss have besn included in the
consolidated financial statements from the date of acquisition. During the year ended July 31, 2001, the Company
repaid the entire principal balance on the notes payable, together with accrued intersst.

Aplio SA.

On July 7, 2000, NetZPhene acquired all of the outstanding capital stock of Aplio, S.A (“Aplio™), a
company located in France with techoology that enables VoIP devices, Consideration consisted of $2.9 million in
cash at closing, 0.6 million shares of Net2Phone’s common stock which were valued at $35.50 per share,
issuance of promissory notes aggregating $6.5 million, $1.1 milton in acquisition related costs and $4.8 mittion
in cash that was paid within sighteen months of the closing of the transaction.

The aggregate purchase price of $36.0 million plus the fair value of net liabilities assumed of $2.7 miilion
was allocated as follows: approximately $17.5 million to goodwill, $20.7 million to core technology and patents
and $0.5 million to assembled workforce. The acquisition was accounted for under the purchase method of
accounting by NetZPhone, and accordingly, the net assefs and results of operations of the acquired business was
included in the consolidated financial statements through July 2000,

FPT-1 Communications

In February 2001, the Company purchased certain prepaid calling card business assets of PT-1
Communications, Inc. (“PT-1"), a wholly-owned subsidiary of STAR Telecommunications, Inc., with a payment
of cash and assumption of certain liabilities, including the obligation to honor the outstanding phone cards of PT-
1. The cash payment and assumption of net liabilities incurred were approximately $26.3 million with
substantiaily all of the purchase price recorded as goodwill.

Equity Interests in Teligent, Inc. and ICG Communications, Inc.

In April 2001, through its IDT Investments, Inc. subsidiary (“IDT Investments™), the Company acquired
from Liberty Media (i) 2 company whose sole asset was 21.4 million shares of Teligent, Inc. (“Teligent’™) Class A
common stock, a5 well as (i) an interest in ICG Communications, Inc. (“ICG™), represented by 50,000 shares of
ICG's 8% Series A-1 convertible preferrsd stock and warrants to purchase approximately 6.7 million shares of
ICG's common stock. In exchange, IDT Investments issued Liberty Media a total of 10,000 shares of its Class B
common stock and 40,000 shares of its Series A convertible preferred stock. Upon completing the transaction,
DT effectively owned approximately 32% of the equity of Teligent, and approximately 29% of the equity of
ICG. The total consideration for Teligent and ICG’s April 2001 transactior was approximately $10.3 and $3.4
millian, respactively,

In May 2001, through its IDT Investments subsidiary, the Compaay entersd into an agreement with vatious
affiliates of HMTF tc increase IDT's strategic investments in Teligent and ICG. Under the terms of the
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agreement, the HMTF affiliates received 18,195 shares of IDT Investments’ Series B convertible preferved stock
in exchange for the FIMTF affiliates” stakes in Teligent and ICG. The HMTF affiliates owned 219,998 shares of
Teligent’s Seriss A 7%:% convertble preferred stock, 23,000 shares of ICG ‘s 8% Seres A-2 converibie
preferred stock and warramts to purchase approximately 3.1 million shares of ICG's common stock. Upon
completing the transaction, IDT effectively owned approximately 37% of the equity of Teligent, and
approximately 42% of the equity of ICG. The total consideration for Telizent and ICG’s May 2001 transaction
was approximataly §2.0 and $1.6 million, respectively.

The pro-rata share of the losses of Teligent and ICG recorded by IDT subsequent to these acquisitions have
fully eliminated the carrying value of the Company's investment in these companies.

In May 2001, Teligent filed 2 voluatary benkruptcy petition under Chapter 11 of the U.S. Bankruptcy Code.
ICG had previousiy filed for bankruptey protection in November 2000.

Winstar

On Decerber 19, 2001, the Company, through a subsidiary, acguired the cors domestic telezommunications
assets of Winstar Commmnications, Inc. and certain of its subsidiaties that are debtors and debiors in possession
in bankruptcy procesedings pending before the United States Bankrupicy Court for the District of Delaware. The
acquiring subsidiary was subsequently renamed Winstar Holdings, LLC. Winstar operates as a CLEC using fixed
wireless technology to provide local and long distance phone services, and high speed Intermet and data
communications solutions,

The purchase price for the Winstar assets was comprised of a $30.0 million cash payment, $12.5 million in
newly issued shares of IDT Class B common stock and 5% of the common equity interests in the acquumc
subsidiary (the remaining 95% of the common equity interests as well as all of the preferred equity interests in
the acquiring subsidiary were owned by IDT). The Company also agreed to invest $60.0 million into Wiastar to
be used as working capital. The acquisition has been accounted for under the purchase method of accounting.
The results of operations of Winstar have been included in the Company’s consolidated statements of operations
gsince the date of acquisition. The praliminary allocation of the purchase price, pending final determination of
certain acguired balances, is as follows (in thousands):

Trade sccounts receiveble and other curzent assets .. .vv et e e v $ 51,301
Property, plant, equipment and intangible assets ... ........ oo, 37,923
Trade accounts payable, accrued expenses and other current Habilities .. ....... {24,487)
Minority ItEIBSt . ... e e (2,237)
Valveofassets acquired ... ... 342,500

The fair value of the Winstar assets acquired and liabilities assumed would have exceeded IDT’s acquisition
cost. Therefore, in accordance with SFAS No. 141, Business Combinations, the excess value over the acquisition
cost has been allocated as & pro rata reduction of the amounts that otherwise would have been assigned to the
acquirad assets, except with respect ta the following: '

v Trade accounts recefvable—present walies of amounts to be received, less allowances for
uncollectibility and collection costs.

«  Other cuwrrent assers (principally assets to be soid)—Tfair value less cost to sell.

» Trade accounts payable, accrued expenses and other current linbilities (principally relating to
contractuz] agreements assumed)—present vaives of amounts to be paid.
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On April 16, 2002, IDT, through a subsidiary, purchased the 5% of common equity interests in Winstar that
ir did naot own. Consideration consisted of 0.8 million shares of IDT Class B common stock, which were valued
at $13.3 million.

The following pro forma financial information presents the combined results of operations of IDT and
‘Winstar, as if the Winstar acquisition had oceurred as of the beginning of the periods presented, after giving
effect to certain adjustments, including depreciation expense, income taxes and the issuance of IDT Class B
common stock as part of the purchase price. The pro forma financial informarion does not necessarily reflect the
results of operations that would have occurred had IDT and Winstar been 2 single entity during such periods.

Year Ended July 31,
2000 2001 2002
(in thousands, except per share data)
REvenlES .. o e 81,305,821 $1451,912 $1,604,314
Income {loss) before cumulative effect of acconnting change ... .. ... $ 108472 B(1,421,850) $ (205,083)
Netincome (Jo58) .. oot i e e e § 108,472 $(1,421,850) $ (352,066)
Earnings per share:
Income (loss) before cummulative effect of accounting change .. ......
Basic. ... 5 151 & (2029 % (2.70)
Dilmted L g 141 & (1857 § (2.70)
Net income (Toss)
BaSI e . o e 5 151§ (20.29) 8 (4.63)
Diluted ..o e 5 141 § (1857 § (4.65)

13. Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per share:

Year ended July 31
2000 2001, 2002
{in thousands, except per share data)
Numerator:
Net income JOS5) ..ot e e e e 3230,850 $532,350 (303,349
Denominator:
Weightad-average number of shares used in calenlation of
garnings per share—Basic . . ....o.uu i 69,933 68,301 75,108
Effect 0f stock optomS . oo ov vt e e 5.306 6,485 —
Weighted-average rumber of shares used in calen]ation of
garmings per share—Diluted .. ... ... .. L. 75,238 74,786 75,108
Eamings per share—Basic ......... ... ... . L., $ 330 0% 779 % .o
Earnings per share—Dituted ... ... .o o L § 307 § 712 3 404
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The following securities have been excluded from the dilutive per share computation as they are
entidiative:

Year ended July 31
2000 2001 2002
(in thousands)
SI0Ck OPHONS Lot e e e 449 1,163 5,201
Contingently issuable ShAres . ... ovon v vt —_— — _ 369
Total «o e e 449 1,163 5,660

14. Net2Phone Subsidiary Stock Sales

During the vears ended July 31, 2000 and 2001, the Company recognized spproximately $350.3 and
£1,037.7 million, respectively, in gains on sales of subsidiary stock related to Net?Phone stock sales, gs follows:

On Angnst 3, 1999, Net2Phone completed an initial public offering of 6.2 million shares of its common
stock 2t an initial public offering price of $15.00 per share, resulting in net proceeds of $85.5 million. Upon
completion of the initial public offering, 3.1 million shares of Net2Phone Series A preferred stock were
converted into 9.4 million shares of Net2Phone Class A common stock, As a result of the initial public offering
and concurrent conversion of Series A preferred stock to Class A common stock, the Company’s ownership
percentage in Net2Phone decreased from 90.0% to 56.2%. In compection with such offering, the Company

recorded a gain of $65.5 million,

In December 1999, Net2Phone completed a secondary offering of 3.4 million shares of common stock at a
price of $35.00 per share. In comnection with this offering, IDT also sold 2.2 million shares of Net2Phone
common stock at $55.00 per share. Total proceeds to the Company, after dedncting underwriting discounts,
commissions and offering expenses were $292.8 million. The Company’s ownership interest in Net2Phone
before and afier these transactions decreased from 56.2% to 45.0%. The Company recorded gains on sales of
siock of $182.6 miflion in connecron with these offerings.

In March 2000, the Compeny acquired 0.8 million shares of Yahoo! Inc, in exchange for 2.8 million shares
of Net?Phone common stack at a then equivalent market value of approximately $150.0 million, In connection
with this trangaction, the Company recordad 2 gain on sale of subsidiary stock of $102.2 million.

In Angust 2001, IDT sold 14.9 milliop shares of Net2Phons common stock at $75.00 per share. Net
proceeds to the Company as a result of this sale were §1,042.1 millicn. The Company’s ownership interest in
Net2Phone before and after this fransaction decreased from 45.0% 10 16%. The Company recorded a total gain of

$1,037.7 million in conjunction with this transaction.

15. TyCom Ltd. Settlement

On Qctober 10, 2000, IDT reached 2 full and final settlement with TyCom of all pending claims brought
egainst one another and their respective affiliates. The settlement agreernent is subject to a confidentiality
agreement among the parties and only the following disclosure by IDT is permitted under the terms of that

agreement.

Under the terms of the settlement, TyCom granted to T Europe B.V.B.A. ("TDT Europe™), free of charge,
certain exclusive righte to use capacity on the transaflantic and franspacific segments of TyCom's global
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undersea fiber optic network (the “TyCom (Global Network™), which TyCom is deploying. The setlement
agreement provides for IDT Europe to obtain exclusive indefeasible dghts to use (IRU) two 10 Gb/s wavelengths
on the transatlaptic segment (which we have been informed has been deployed) and two 10 Gbis wavelengths on
the transpacific segment (which be believe is still under development) for fifieen years from the applicable
Handover Dates.

Operation, administration and maintenance for the wavelengths used by the Company will be provided by
TyCom for a fifteen year period after the relevant Handover Dawe, free of charge. TyCom has also granted the
Company certain rights to resell any unvsed capacity on the wavelengths through TyCom as its sole and exclusive
agent. In addition, the Company will also have the option, exercisable at least annually, to convert the available
capacity on its wavelengths to available aquivalent capacity on another portion of the TyCom Global Nerwork, In
recognition of the seftlsment, a gain of $313.5 million wes included as a component of “investment and other
incorne.” The Company subsequently re-evatusted the recoverability of the carrying value of its IRU in accordance
with SFAS No. 12] and, as a result, the Company has recorded an impairment loss of $193.4 million and $1104
million for the years ended July 31, 2001 and 2002, respectively, to write down the assat to its fair valoe.

16. Comprehensive Income {Loss)

Tl_m accumulated balances for sach classification of comprehensive income (loss) consists of the following
{in thousands):

Unrealized Accumulated
gain (loss) in Foreign other
avaflable-for-  currency  comprehensive
sale secorities  translation losg

Beginning balance at July 31,1999 ... ................ N § — 5 —

Chenge during period ...vovtvv i (94,044) 1,391 {92,653)
Balance atJuly 31,2000 . ... oo (24,044) 1,391 (92,653)
Change dudng theperiod ... .. ... .ol 89,143 930 90,078

Balance atJuly 31,2001 ... ... (4,896) 2,321 (2,573)
Change during theperiod ... ..o, (1,064) 964 {100)
Balance at Julv 31,2002 . ... . i 3 (5.960) $3,285 32,675

17. Price Guarantee of Class B Common Stock

In March 2001, the Company exercised an option to sell to AT&T approximately 2.0 million shares of its
Clasg B common stock for approximately $74.8 million. In conjunction with the formation of the consortinm,
DT guaranteed to AT&T the value of approximately 1.4 million shares of IDT Class B commeon stock still being
retained by AT&T. If the value of IDT Class B common stock is less than $27.5 million on October 19, 2002,
and AT&T or an affiliate retains all the shares through such date, then IDT will be obligated o pay AT&T the
difference with cash, additiopal shares of IDT Class B common stock ar a combination of both, at the option of
IDT. In connection with this obligation, the Company recorded in “investment and other income (expense)” a
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charge of $5.3 milfion during the year ended July 31, 2002, The Company was subject to additional charges of

$1.0 million throngh October 19, 2002 based on chenges in the market value of IDT Class B common stock. As a
result, the Company's total liability is $6.3 million as of October 19, 2002. '

18. Extraordinary Loss

On May 10, 1999, the Company obtained a Senior Secured Credit Facility from a consortium of financial
institutions. During the second quarter ended Jamuary 3, 2000, the Company repaid all of the outstanding
principal balance together with accrued interest. The Company recorded 2 pre-tax extraordinary loss of
$4.9 million in connection with the repayment during the year ended July 31, 2000.

19, Selected Quarterly Financial Data (unandited)

The table below presents selected quarteriy financial data (unaudited) of the Company for the calendar
quarters in the fiscal years ended July 31, 2002 and 2001:

Income (loss) hefore -
cumulative effect of accounting change

Loss from Per Share Srl;ge Net Income
Quarter Ended Revenues Operafions Amount -—Basic  —Dilated (Loss)
(in thonsands, except for per share data) '
2002:
October3i/a/ ................ 3 339209 § (12,565) $ (11,332) 5{0.16) $0.16) $(158,315)
Japuary 31 .. ... . 374,025 (27,774) (17,212) (0.23) (0.23) (17,212)
April30 (...l 401,653 (42,829) {49,593 {0.64) (0.64) (48,593}
ly 31/b/ oo 416,727 (141,124} (78,229} (0.99) (0.99) (78,229)
Total ....... ... . .o, $1,531,614 $(224,292) $(156,366) $(303,349)
2001
October 31// ... . oo, $ 276,397 § (60,070% § 869,568 $12.43 §11.27 & 869,558
Japuary 31 ... o 287,597 (48,455) (117,104) (1.77) (1.77y (117,104
April30/d/ ... 335,722 (53,571) (48,277 {0.73) (0.73) (48,277}
ly 31/e/ ... o il 331,034 (268,614) (171,828) {2.44) (2.44y  (171,828)
Total ... ..o i $1,230,950  $(432,710) § 532.359 § 532,339

£

fa/ Included in net loss is a $147.0 miliion cumulative effect of accounting change, net of $3.5 million of
income taxss, due to the adoption of SFAS No. 142,

/b Included in loss from operations was $110.4 million of impairment charges related 10 the IRU received as
part of the Tycom settlement,

fe/ Included in net income is §1,037.7 million in gains on sales of subsidiary stock related to Net2Phone stock
sales.

&/ Included in loss from operations was $193.4 million of impairment charges related to the IRU received as
part of the Tycom settlament.
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2{1, Subsequent Events

In August 2002, Net2Phone and its Adir subsidiery consummated the settlernent of their lawsuit filed on
March 19, 2002 in the United States District Court for the District of New Jersey against Cisco Systems
(“Cisce™) and & Cisco executive who had been a member of the Adir board of directors. The suit arose out of the
relationships that had been created in connection with Cisco’s and Net2Phone's original investments in Adir and
out of Adir's subsequent purchase of NetSpeak, Inc. in Augost 2001, The parties setled the suit and all related
claims against Cisco and the Cisco sxecutive in exchange for (i) the transfer, during the first quarter of fiscal
2003, 1o Net2Phone of Cisco’s and Softbank Asia Infrastructure Fund’s respective 11.5% and 7.0% interests in
Adir and, (ii) the payment by Cisco, during such quarter, of $19.5 million to Net2Phone and Adir. As a result of
this settlement, NetZPhone will recognize, for the quarter endsd October 31, 2002, a gain of approximately
$58.4 million. Net2Phone will be consolidated by IDT in Fiscal year 2003, which began on August 1, 2002.
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FINANCIAL STATEMENT SCHEDULE—VALUATION AND QUALIFYING ACCOUNTS

Additions
Charged 1o

Costsand  Deductions  Balanes at
Expenses (&) End of Period

Balance at
Beginning of
eriod
2000
Reserves deducted from accounts receivable:
Allowance for doubtful aceounts .. ............... § 7.643
2001
Reserves deducted from accounts receivable:
Allowenee for doubtful accounts ................. 326,771
2002
Reserves daducted from accounts receivable:
Allowance for doubtful accounts .. ............... $22,508

(1) Uncollectible accounts written off, nat of recoveries.

(Dollars, in thousands)

$20,154 §(L024)  $26771
$32,873  $(37.136) $22,508
$19.203  § (2,818) §38.893




